
GDP in the Eurozone was revised down to -0.1% in 
Q1, with a particularly weak performance in 
Germany which saw a fall of 0.3% quarter-on-quarter 
after a 0.5% decline in Q4. Full-year forecasts for the 
Eurozone have seen some small downward 
revisions to 0.6%. The composite PMI declined from 
53.7 at the end of the first quarter to 49.9 at the end 
of June. Globally, the manufacturing sector is 
showing weakness, with the PMI staying in 
contractionary territory at 48.8. Unemployment made 
a new low of 6.6%, whilst consumer confidence 
continued to make incremental improvements 
through the quarter.

The first quarter earnings season was well received 
and earnings forecasts for the full year inflected 
higher; some modest downward revisions were seen 
in June. Banks produced particularly strong Q1 
results, benefitting from deposit pricing pass-through 
staying low whilst rates are rising. Towards the end 
of the quarter, some weaker outlooks were given by 
companies in the chemical sector in particular. There 
was frenzied excitement in regards to artificial 
intelligence following NVIDIA’s strong guidance later 
in May, helping to drive outperformance by the tech 
sector in the US and also in Europe for the rest of the 
quarter. 
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Headline and Core Inflation

Source: Bloomberg as at 31 May 2023.

Falling Inflation, 
Rising Rates

Market Review
Earnings Growth Sets the Scene for a 
Positive Outlook

European markets rose modestly in the second 
quarter by 1% in euro terms amidst a backdrop of 
declining market volatility. May was the first down 
month of 2023, but equities bounced back in June. 
The second quarter was dominated by the sustained 
strength in inflation and further interest rate hikes in 
Europe and other developed areas. Eurozone 
headline inflation fell from 7% in April to 5.5% in 
June, whilst core inflation made a much more 
modest decline from 5.6% to 5.4%.

Inflation is transitioning from being driven by energy 
and food to being driven by wages, particularly in the 
services sector. The ECB raised rates at the May 
and June meetings, leaving the deposit rate at 3.5%. 
Reinvestments under the asset purchase program 
are expected to end from July. New ECB staff 
forecasts produced at the June meeting foresee 
headline and core inflation both at 3% in 2024 and 
both remaining above 2% in 2025. 
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After the issues within the US regional banking 
sector in March, there remained a focus on credit 
markets and credit availability. Bond markets saw 
large moves over the quarter with much higher short-
dated yields, higher yields across the curve and even 
more inversion. German 10-year yields rose 10bps 
over the quarter to 2.39%, whilst 2-year yields rose 
52bps to close at 3.19%. Early in April we saw a 
surprise cut in OPEC+ oil production by 1.16 million 
barrels per day, with Saudi Arabia accounting for 
0.5m of the cut. This follows the supply reduction that 
was announced in October of last year. Wholesale 
gas prices fell 21% over the quarter and are down 
50% year-to-date, despite an upward move in June.

Q2 saw a fairly wide differential in sector 
performance. The strongest sector – for the second 
quarter in a row – was technology, which 
outperformed by 3%. Thereafter healthcare, 
industrials, consumer discretionary and utilities each 
outperformed by 1%. Communication services was 
the weakest sector, underperforming by nearly 8%, 
followed by energy at 4.5%. Consumer staples, 
materials and real estate all underperformed by 2 to 
3%. 

Performance and Key Decisions
Cautious, But Buying the Dips
In aggregate, industrials performance was strong,

European Earnings Back on Track

Source: Bloomberg as at 26 June 2023.

with Spie and Schneider contributing the most. This 
was followed by financials, where we were, on 
average, slightly underweight for the quarter, driven 
by strong performances from Unicredit and ASR. 
Materials were also a notable positive.

Unicredit was a strong contributor over the period 
after announcing a huge beat at the Q1 results, 
guiding consensus higher for full-year net interest 
income and affirming its total shareholder distribution 
policy giving a near 15% yield for 2023. Comments 
through the quarter highlighted the benign outlook for 
provisioning and deposit pricing, whilst the capital 
position at 16.1% will allow strong shareholder 
returns for the years to come. ASR also performed 
well after a period of weaker performance, not least 
as we are getting closer to the closure of its takeover 
of Aegon in the Netherlands, which is highly 
accretive.

Deutsche Telekom underperformed after concerns 
arose that Amazon may launch a mobile service in 
the US, which hit all the US carriers. Deutsche 
Telekom’s equity story is much predicated on the 
success of T Mobile USA, of which it owns 50%. 
Debate continues over whether Amazon will make an 
entry, possibly with the satellite company Dish, which 
currently has around 70% US mobile coverage. Dish 
buys capacity from T Mobile and AT&T, but contracts 
prevent reselling to Amazon. Heineken was weak 
after a €3bn placing of Heineken by FEMSA, the 
Latin American bottler. This removed a share 
overhang and we added to our position. The stock 
has a few short-term headwinds with Nigerian 
devaluation and weakness in Vietnam, but on 15x 
next year with a raw materials tailwind, we believe it 
is undervalued. The main new position buys over the 
quarter were Ryanair, ING and Julius Baer. Ryanair 
goes from strength to strength as regards its ever-
growing market share, supported by being at 125% 
of pre-covid capacity, whilst maintaining best-in-class 
operating costs with a widening gap to peers. We are 
of the opinion that valuation looks too cheap on a 
2024 onwards basis at a time when free cash flow is 
inflecting with peak 
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capex in 2023, despite the fact capacity growth of 
around 10% is possible in the coming years driven 
by the new Boeing deliveries. The new Boeing 737 
MAX-10 deal facilitates growth from 2027 to beyond 
2030, whilst significantly improving fuel efficiency. 

Current Positioning
Remaining Defensive
Overall, during the quarter, we remained in the fairly 
defensive positioning that evolved towards the 
second half of the first quarter. The largest 
overweights are utilities, communications and 
staples. The industrials weight rose the most over 
the period (2.8%), with continued strong demand for 
those names exposed to the Green Deal type drivers 
such as Schneider and St Gobain. Within staples 
(2.5%), we added to Heineken, now the fund’s 
largest active weight. Within utilities (1.3%), we 
increased our exposure to the renewable generators 
given the policy demand for their output only 
increases. Whilst we are aware that rising yields can 
be a headwind to the performance of some of these 
sectors, we believe we are closer to the peak of 
rising yields.

The main underweights at the end of the quarter are 
consumer discretionary, banks, energy and 
materials. The reduction in financials was the largest 
move, in effect confirming our view that the banks 
sector, whilst benefitting from current tailwinds, is 
near the peak as regards the dual driver of net 
interest income and favorable credit cycle conditions. 
Healthcare was also reduced, mainly through Roche, 
where we decided to reduce the large position size 
after some outperformance whilst remaining 
overweight the stock.

Outlook
A Strong First Half, with Valuations Still 
Attractive
Markets have been strong in H1 2023, much 
stronger than many, including ourselves, expected, 
buoyed by positioning and developments in the 
technology sector. We think it will be hard for things
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to continue so relatively seamlessly in the second 
half of the year, given the headwinds from the lagged 
impact of monetary policy are set to increase further. 
Interest rates are set to move higher in Europe in 
July and possibly also in September, which will leave 
the area with rates below some of its developed 
market peers, but still high in an absolute sense. It 
has become very clear that the inflation genie has 
not yet been tamed. Wage growth this year is likely 
to exceed 4% but set against a still tight labour
market, it remains possible that wage increases for 
next year stay high. 
Altogether, we see a likelihood that rates stay higher 
for longer, with the first cut not until the middle to end 
of next year, leaving us with growth headwinds and 
being too far away from the optimism of a monetary 
policy inflection. The outlook for consumption 
remains a key focus area for the second half, and we 
are seeing incremental improvements in consumer 
confidence despite the headwinds from rates, house 
prices and still high food prices. Positive real wage 
growth becomes a possibility later in the year, which 
would be a kicker to further confidence 
improvements, not least if the unemployment level 
stays close to the current cyclical lows.

As ever equity, markets will always be quick in 
anticipating the start of a new cycle, but we think it 
would be premature to move yet and are therefore 
holding a higher-than-average weighting in non-
cyclicals. We are pleased with the core of the 
portfolio exposed to many structural themes, not 
least within electrification, decarbonisation, 
healthcare and digitalisation.

A key positive for Europe remains valuations are at 
average cycle levels, at a little over 13x next year; 
thus, on a relative basis, the region looks much more 
attractive than many. We believe beyond shorter 
term headwinds, Europe may be at the start of a 
medium-term re-rating story, given the index 
composition is leading to a faster growth, higher 
quality and less cyclical outlook. 
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FUND PERFORMANCE

Past performance is not necessarily a guide to future performance. The value of an investment can go down as well as up and 
investors may not get back the amount invested. For further information on risks please refer to the Fund's KIID and/or the 
Prospectus. Source: JOHCM/MSCI Barra. NAV of share class A in GBP, net income reinvested, net of fees, as at 30 June 2023. 
Benchmark: During the period 4 November 2001 to 31 December 2012 the Fund was benchmarked against the FTSE Eurofirst 300 TR 
Index. For the period 1 January 2013 to present the Fund is benchmarked against the MSCI Europe ex UK NR Index (12pm adjusted). 
Performance of other share classes may vary and is available upon request. *Part period return since inception 7 May 2003 to 31 
December 2003. 
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Periodic performance (%) 1 month 3 month 1 year 3 years 5 years SI SI annualised

Fund 0.38 -0.29 21.22 34.73 40.14 628.09 9.60

Benchmark 0.90 0.32 20.03 28.82 38.53 348.25 7.17

Relative return1 -0.51 -0.61 0.99 4.59 1.16 62.43 2.26

Discrete performance (%) 30 Jun 23 30 Jun 22 30 Jun 21 30 Jun 20 30 Jun 19

Fund 21.22 -8.31 21.22 2.23 1.75

Benchmark 20.03 -11.44 21.19 0.57 6.93

Relative return1 0.99 3.54 0.02 1.65 -4.84
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Professional investors only. 
Issued and approved in the UK by J O Hambro Capital Management Limited (“JOHCML”) which is authorised and regulated 
by the Financial Conduct Authority. Registered office: Level 3, 1 St James’s Market, London SW1Y 4AH.  Issued in the 
European Union by JOHCM Funds (Ireland) Limited (“JOHCMI”) which is authorised by the Central Bank of Ireland.  
Registered office: 24 Fitzwilliam Place, Dublin 2, Ireland D02 T296.

References to “JOHCM” below are to either JOHCML or JOHCMI as the context requires.

This is a marketing communication. Please refer to the fund prospectus and to the KIID before making any final investment 
decisions. 

These documents are available in English at www.johcm. com, and available from JOHCMI, or (for UK investors) JOHCML, 
at the addresses set out above.

Information on the rights of investors can be found here.

The distribution of this document in jurisdictions other than those referred to above may be restricted by law (“Restricted 
Jurisdictions”). Therefore, this document is not intended for distribution in any Restricted Jurisdiction and should not be 
passed on or copied to any person in such a jurisdiction.

The registrations of the funds described in this document may be terminated by JOHCM at its discretion from time to time.

Notice to investors in Switzerland: The representative of the Company in Switzerland is 1741 Fund Solutions Ltd., 
Burggraben 16, 9000 St. Gallen, Switzerland (the “Representative”). The paying agent of the Company in Switzerland is 
Tellco Ltd, Bahnhofstrasse 4, 6430 Schwyz, Switzerland. The Prospectus, the KIDs, the Instrument of Incorporation / the 
Constitution, and the annual and semi

annual reports may be obtained free of charge from the Representative. The Company is defined as J O Hambro Capital 
Management UK Umbrella Fund (domiciled in the UK), J O Hambro Capital Management Umbrella Fund plc (domiciled in 
Ireland) or Regnan Umbrella Fund ICAV (domiciled in Ireland), as relevant.

This fund has not been authorised by the Hong Kong Securities and Futures Commission and no person may issue, or have 
in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation, or document 
relating to this fund, which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong 
Kong. This fund is only for offer and sale to persons in Hong Kong who are “professional investors” as defined in the 
Securities and Futures Ordinance (cap. 571) of Hong Kong and any rules made under that Ordinance. This document and 
the information contained herein may not be used other than by the person to whom it is addressed and may not be 
reproduced in any form or transferred to any person in Hong Kong. The contents of this document have not been reviewed 
by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt 
about the contents of this document, you should seek independent professional advice.

This document is only allowed to be distributed to certain relevant persons and not to the retail public in Singapore. The 
Fund, which is not authorised or recognised by the Monetary Authority of Singapore (the “Authority”), is registered under the
Restricted Foreign Scheme with the Authority and the shares in the Fund (“Shares”) are not allowed to be offered to the 
retail public. Moreover, this document is not a prospectus as defined in the Securities and Futures Act, Chapter 289 of 
Singapore (the “SFA”). Accordingly, statutory liability under the SFA in relation to the content of prospectuses would not 
apply. Investors should consider carefully whether the investment is suitable for them. This document and any document or 
material in connection with the offer or sale, or invitation for subscription or purchase, of Shares may not be circulated or
distributed, nor may Shares be offered or sold, or be made the subject of an invitation for subscription or purchase, whether
directly or indirectly, to the retail public or any member of the retail public in Singapore other than (i) to an institutional 
investor, and in accordance with the conditions specified, in Section 304 of the SFA; (ii) to an investor falling within the 
definition of “relevant persons”, and in accordance with the conditions specified, in Section 305 of the SFA; or (iii) otherwise
pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. Where Shares are acquired 
under Section 305 of the SFA by a relevant person, investors should note that the first sales and transfers of the Shares are
subject to the applicable provisions of the SFA, which include section 305A of the SFA.

The investment promoted concerns the acquisition of shares in a fund and not the underlying assets.

Past performance is no guarantee of future performance. The value of an investment and the income from it can fall as well 
as rise as a result of market and currency fluctuations and you may not get back the amount originally invested.

https://www.johcm.com/uk/about-us/605/investor-rights
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The information contained herein including any expression of opinion is for information purposes only and is given on the 
understanding that it is not a recommendation.

The information in this document does not constitute, or form part of, any offer to sell or issue, or any solicitation of an offer 
to purchase or subscribe for any funds or strategies described in this document; nor shall this document, or any part of it, or 
the fact of its distribution form the basis of, or be relied on, in connection with any contract.

Telephone calls to and from JOHCML and JOHCMI may be recorded. Information on how personal data is handled can be 
found in the JOHCM Privacy Statement on its website: www.johcm.com

The registered mark J O Hambro® is owned by Barnham Broom Holdings Limited and is used under licence. JOHCM® is a 
registered trademark of JOHCML.

Sources: JOHCM/Bloomberg/Lipper/MSCI Group (unless otherwise stated).

Certain information contained herein (the “Information”) is sourced from/copyright of MSCI Inc., MSCI ESG 
Research LLC, or their affiliates (“MSCI”), or information providers (together the “MSCI Parties”) and may have 
been used to calculate scores, signals, or other indicators. The Information is for internal use only and may not 
be reproduced or disseminated in whole or part without prior written permission. The Information may not be 
used for, nor does it constitute, an offer to buy or sell, or a promotion or recommendation of, any security, 
financial instrument or product, trading strategy, or index, nor should it be taken as an indication or guarantee of 
any future performance. Some funds may be based on or linked to MSCI indexes, and MSCI may be 
compensated based on the fund’s assets under management or other measures. MSCI has established an 
information barrier between index research and certain Information. None of the Information in and of itself can 
be used to determine which securities to buy or sell or when to buy or sell them. The Information is provided “as 
is” and the user assumes the entire risk of any use it may make or permit to be made of the Information. No 
MSCI Party warrants or guarantees the originality, accuracy and/or completeness of the Information and each 
expressly disclaims all express or implied warranties. No MSCI Party shall have any liability for any errors or 
omissions in connection with any Information herein, or any liability for any direct, indirect, special, punitive, 
consequential or any other damages (including lost profits) even if notified of the possibility of such damages.
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